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1991 ANNUAL REPORT OF THE BOARD OF TRUSTEES OF
THE FEDERAL SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND

EXECUTIVE SUMMARY

The supplementary medical insurance (SMI) program pays for physician
services, outpatient hospital services, and other medical expenses for both aged
65 and over and for the long-term disabled. In calendar year (CY) 1990, 32.5
million persons were covered under SMI. General revenue contributions during
1990 amounted to $33.0 billion, accounting for 72.0 percent of all SMI income.
About 24.7 percent of all income resulted from the premiums paid by the
enrollees. Interest payments to the SMI fund accounted for the remaining 3.3
percent. Of the $44.0 billion in SMI disbursements, $42.5 billion was for
benefit payments while the remaining was spent for administrative expenses.
SMI administrative expenses were 3.5 percent of total disbursements.

The SMI program essentially is yearly renewable term insurance financed
from premium income paid by the enrollees and from income contributed from
general revenue. This means that the SMI program is financed on an accrual
basis with a contingency margin, and, therefore, the SMI trust fund should
always be somewhat greater than the claims that have been incurred by
enrollees but not yet paid by the program. The trust fund holds all of the
income not currently needed to pay benefits and related expenses. The assets
of the fund may not be used for any other purpose; however, they may be
invested in certain interest-bearing obligations of the U.S. Government.

Financing for the SMI program is established annually on the basis of
standard monthly premium rates (paid by or on behalf of all participants) and
monthly actuarial rates determined separately for aged and disabled beneficiaries
on which general revenue contributions are based. Prior to the 6-month
transition period (July 1, 1983 through December 31, 1983), these rates were
applicable in the 12-month periods ending June 30. Beginning January 1, 1984,
the annual basis was changed to calendar years. Monthly actuarial rates are
equal to one-half the monthly amounts necessary to finance the SMI program.
These rates determine the amount to be contributed from general revenues on
behalf of each enrollee. Based on the formula in the law, the Government
contribution effectively makes up the difference between twice the monthly
actuarial rates and the standard monthly premium rate. Figure 1 presents
these values for financing periods since 1977. This figure clearly indicates the
extent to which general revenue financing is the major source of income for the

program.
¢V}
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Operations of the SMI Program

Historical and projected,‘operations of the fund through 1993 are shown
in Tables 5 and 6 in this veport. As can be seen, income has exceeded
disbursements for most of the historical years. The financing for CY 1991 was
established to reduce assets. However, the Omnibus Budget Reconciliation Act
of 1990 (OBRA 90, Public Law 1011508) was passed November 5, 1990 after the
CY 1991 financing had been established. As a result, in CY 1991, income is
again projected to exceed disbursements, and the trust fund balance is
projected to increase through CY 1991. '

The financial status of the program depends on both the total net assets
and liabilities. It is, therefore, necessary to examine the incurred experience
of the program, since it is this experience that is used to determine the
actuarial rates discussed above and which forms the basis of the concept of
actuarial soundness as it relates to the SMI program.

Actuarial Soundness of the SMI Program

The concept of actuarial soundness, as it applies to the SM! program, is
closely related to the concept as it applies to private group insurance. The
SMI program is essentially yearly renewable term insurance financed from
premium income paid by the enrollees, from income contributed from general
revenue, and from interest payments on the trust fund assets.

In testing the actuarial soundness of the SMI program, it is not
appropriate to look beyond the period for which the enrollee premium rates and
level of general revenue financing have been established. The primary tests
of actuarial soundness, then, are that: (1) assets and income for years for
which financing has been established be sufficient to meet the projected
benefits and associated administrative expenses incurred for that period and (2)
assets be sufficient to cover projected liabilities that will have been incurred
by the end of that time but will not have been paid yet. Even if these tests
of actuarial soundness are not met, the program can continue to operate if the
trust fund remains at a level adequate to permit the payment of claims as
presented. However, to protect against the possibility that cost increases
under the program will be higher than assumed, assets should be sufficient to
cover the impact of a moderate degree of variation between actual and projected

costs.

The primary tests for actuarial soundness and trust fund adequacy can
be viewed by direct examination of absolute dollar levels. In providing an
appropriate contingency or margin for variation, however, there must also be
some relative measure. The relative measure or ratio used for this purpose is
the ratio of the assets less liabilities to the following year's incurred
expenditures. Figure 2 shows this ratio for historical years and for projected
years under the intermediate assumptions (alternative 1I), as well as high
(pessimistic) and low (optimistic) cost sensitivity scenarios.



As mentioned earlier, financing for CY 1991 was established to reduce
assets. However, Public Law 101-508 was passed November 5, 1990 after the -
CY 1991 financing had been established. As a net result, the excess of assets
over liabilitles is expected to increase by December 31, 1991.
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Conclusion of the Board of Trustees

The financing established through December 1991 is sufficient to cover
projected benefits and administrative costs through that time period. This
financing is sufficient to maintain a level of trust fund assets which is adequate
to cover the impact of a moderate degree of variation between actual costs and
projected costs. The SMI program can thus be said to be actuarially sound.

Although the SMI program is actuarially sound, the Board notes with
concern the rapid growth in the cost of the program. Growth rates have been
so rapid that outlays of the program have nearly doubled in the last 5 years.
For the same time period, the program grew 37 percent faster than the economy
as a whole. This growth rate shows little or no sign of significantly abating
despite recent efforts to control the cost of the program, including the recent
changes enacted in OBRA 90. The Board recommends that Congress continue
to work to curtail the rapid growth in the cost of the SMI program.



THE BOARD OF TRUSTEES

The Federal Supplementary Medical Insurance Trust Fund, established on
July 30, 1965, is held by the Board of Trustees under the authority of section
1841(b) of the Social Security Act, as amended. The Board is composed of five
members, three of whom serve in an ex officio capacity: the Secretary of the
Treasury, the Secretary of Labor, and the Secretary of Health and Human
Services. The President nominated and the Senate confirmed Stanford G. Ross
and David M. Walker to be the other two members, who serve as
representatives of the public. Mr. Ross and Mr. Walker are serving 4-year
terms that began on October 2, 1990.

By law, the Secretary of the Treasury is designated as the Managing
Trustee, and the Administrator of the Health Care Financing Administration is
designated as Secretary of the Board. The Board of Trustees reports to the
Congress each year on the operation and status of the trust fund, in
compliance with section 1841(b)(2) of the Social Security Act. This annual
report, for 1991, is the 26th such report.
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SOCIAL SECURITY AMENDMENTS SINCE THE 1990 REPORT

Since the 1990 Annual Report was transmitted to Congress, the Omnibus
Budget Reconciliation Act of 1990 (OBRA 90, Public Law 101-508) affecting the
SMI program (also Kknown as Medicare Part B) was enacted on November 5,
1990. The more important legislative changes, from a financial standpoint, are:

6))

(2)

(3)

(4)

(5)

Premium rates are established for five years: $29.90 in 1991; $31.80
in 1992; $36.60 in 1993; $41.10 in 1994; and $46.10 in 1995.

Effective January 1, 1991, the Part B deductible is increased from
$75 to $100. .

The prevailing charge update for physician services in 1991 is 2
percent for primary care services and 0 percent for all other
services. Customary charges for 1991 are updated for primary
care services and frozen for all other services. Effective January
1, 1991, the prevailing charge floor for primary care services is
raised to 60 percent of the national weighted average prevailing
charge. However, this change in the prevailing charge floor will
not be considered in determining the conversion factor for 1992.
For 1992, the increase in the default update indices for services
on the fee schedule will be reduced by 0.4 percentage points.

The Medicare Volume Performance Standard (MVPS) for fiscal year
(FY) 1991 is the sum of two terms reduced by 2 percentage points.
The terms are the estimate of the percentage that incurred
reimbursement for physician services for FY 1991 exceed the
incurred reimbursement for these same services in FY 1990,
ignoring the impact of provisions of OBRA 90, and the estimate of
the percentage change in the incurred reimbursement for this
category of services in FY 1991 (compared with FY 1990) resulting
from OBRA 90.

OBRA 90 continues the Omnibus Budget Reconciliation Act of 1989
(OBRA 89, Public Law 101-239) reduction of overvalued procedures
through 1991 and specifies the reduction for an additional list of
procedures. OBRA 89 specified that certain procedures which are
overpriced by at least 10 percent be reduced in payment. The
amount of the reduction equals one-third of the difference between
the 1989 prevailing charge amount and the locally-adjusted reduced
prevailing amount up to a maximum of 15 percent. In determining
the allowed charge for these additional physician services (which
include all physician services except OBRA 83 overvalued
procedures, radiology, anesthesiology, pathology, diagnostic tests,
primary care, and other miscellaneous services), the prevailing
charge for a locality will be reduced by 6.5 percent effective
January 1, 1991.

For durable medical equipment, except prosthetic and orthotic
devices, beginning in 1991, national payment limits and floors will
be phased-in over three years. The national upper payment limit



(6)

¢

(8)

(9)

(10)

will be based on the weighted average of all payment amounts for
each item for the given year, and the floor will be based on 85
percent of the weighted average. The covered item update is
reduced 1 percentege point for 1991 and 1992.

Prosthetics and orthotics do not receive an update in 1991.
Payment for prosthetics and orthotics will continue to be made on
the basis of the current fee schedule methodology, and the
transition to the regional fee schedule will be delayed one year
until 1994.

Outpatient hospital payments will be reduced three ways. Capital
costs for outpatient hospital services will be reduced by 15 percent
for payments attributable to portions of cost reporting periods
occurring during FY 1991 and by 10 percent for payments
attributable to portions of cost reporting periods occurring during
FY 1992 through 1995. Reasonable costs, other than capital-related
costs, for outpatient services will be reduced by 5.8 percent for
payments attributable to portions of cost reporting periods
occurring during FY 1691 through 1995. Sole community hospitals
and primary care hospitals are exempt from these reductions.
Effective January 1, 1991, payments for surgical services on the
ambulatory surgical center (ASC) list of procedures and for
radiology procedures performed in outpatient departments of a
hospital are based on a blend of 42 percent of the lower of the
hospital cost or charges less copayment and 58 percent of the ASC
payment rate for surgical services and the radiclogy fee schedule
amount for radiology procedures less its“respective copayment.;

Effective January 1, 1991, Medicare will pay for mammography
screening, subject to limits on frequency.

Effective upon enactment, November 5, 1990, the period for which
Medicare is secondary payer for end-stage renal disease (ESRD)
beneficiaries is extended to 18 months. Additionally, the secondary
payer provision for the disabled is extended through September 30,
1995.

For radjology services furnished on or after January 1, 1991, the
fee schedule conversion factors in local areas will be reduced up
to 9.5 percent, based on comparisons with adjusted local amounts.
After 1990, the technical components of magnetic resonance imaging
(MRI) services and computer assisted tomography (CAT) services
will be reduced 10 percent. For 1992, radiology services are
allowed a special transition to the Medicare fee schedule.

For clinical laboratory services, the update for 1991, 1992, and
1993 is 2 percent. Effective January 1, 1991, the national cap of
the fee schedule is 88 percent of the median.
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Effective January 1, 1992, no payment will be made for the
interpretation of an electrocardiogram made as part of an office
visit or consultation with a physician.

For the years 1991 through 1996, there are conversion factors
established for both non-medically and medically directed certified
registered nurse anesthetists. After 1998, the conversion factors
will be updated by the update factor applicable for anesthesia
services furnished by physicians.

For new physicians in the first through the fourth year of
practice, customary charge screens for 1991 are set at a level no
higher than 80/85/90/95 percent of the prevailing charge. For
application under the new fee schedule beginning in 1992, the fee
schedule amounts for new physicians in the first through the fourth
years of practice are set at levels no higher than 80/85/90/95
percent of the fee schedule amounts for established physicians.
This provision is not applicable to primary care services or services
furnished in rural areas designated as a health manpower shortage
area. It is effective for services furnished beginning January 1,
1991.

For anesthesia services furnished on or after January 1, 1991, the
prevailing charge conversion factors in local areas will be reduced
up to 15 percent, based on comparisons with adjusted local
amounts.

Effective January 1, 1991, payment for physicians as assistants-
at-surgery is limited to 18 percent of the surgical global fee.
Further, no payment will be made for assistants-at-surgery for
procedures in which a physician assists less than 5 percent of the
time.

Payments for Medicare Part B services provided from November 1,
1990 and ending on December 31, 1990 are reduced 2 percent.
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NATURE OF THE TRUST FUND

The Federal Supplementary Medical Insurance Trust Fund was established
on July 30, 1965, as a separate account in the United States Treasury. All
the financial operations of the SMI program are handled through this fund.

The major sources of receipts of the trust fund are: (1) contributions
of the Federal Government that are authorized to be appropriated and
transferred from the general fund of the Treasury and (2) premiums paid by
eligible persons who are voluntarily enrolled in the program. The premiums
paid by eligible persons in 1989 include both those specified by the Medicare
Catastrophic Coverage Act of 1988 (Public Law 100-360) and those needed to
finance the non-catastrophic benefits. With the enactment of the Medicare
Catastrophic Coverage Repeal Act of 1989 (Public Law 101-234), there are no
catastrophic premiums after 1989. Therefore the discussion in the remainder
of this section will deal only with non-catastrophic coverage. Eligible persons
aged 65 and over have been able to enroll in the program since its inception
in July 1966. Since July 1973, disabled persons under age 65, who have met
certain eligibility requirements, have also been able to enroll in the program.

The premiums paid by enrollees are based on the standard monthly
premium rate, which is the same for enrcllees aged 65 and over and for
disabled enrollees under age 65. Premiums paid for FY 1967 through 1973 were
matched by an equal amount of Government contributions. Beginning July
1973, the amount of Government contributions corresponding to premiums paid
by each of the two groups of enrollees is determined by applying a ratio
(known as the matching ratio), prescribed in the law for each group, to the
amount of premiums received from|that group of enrollees. The ratio is equal
to: (1) twice the amount of the monthly actuarial rate applicable to the
particular group of enrollees, minus the amount of the standard monthly
premium rate, divided by (2) the amount of the standard monthly premium rate.

Standard monthly premium rates and actuarial rates are promulgated each
year by the Secretary of Health and Human Services (HHS). The standard
monthly premium rates in effect from July 1966 through June 1983, the rate for
July 1983 through December 1983, and the rates for CY 1984 through 1991 are
shown in Table 1. Actuarial rates and the corresponding matching ratios in
effect from July 1973 through June 1983, the rates and ratios applicable for
July 1983 through December 1983, and the rates and ratios for CY 1984
through 1991 are also shown.| For a detailed discussion of the determination;
of the actuarial and premium rates, see Appendix B.

Another source from which receipts of the trust fund are derived is
interest received on investments held by the fund. The investment procedures
of the fund are described later in this section.

Section 201(i) of the Social Security Act authorizes the Managing Trustee
to accept and deposit in the trust fund unconditional money gifts or bequests
made for the benefit of the fund or for any activity financed through the fund.
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Expenditures for benefit payments and administrative expenses under the
program are paid out of the trust fund. All expenses incurred by the
Department of HHS and by the Department of the Treasury in carrying out the
SMI provisions of Title XVIII of the Social Security Act are charged to the
trust fund. The Secretary of HHS certifies benefit payments to the Managing
Trustee, who makes the payments from the trust fund in accordance therewith.

The Social Security Amendments of 1967 and 1972 authorize the Secretary
of HHS to develop and conduct a broad range of experiments and demonstration
projects designed to determine various methods of increasing efficiency and
economy in providing health care services, while maintaining the quality of such
services, under the hospital insurance (HI) and SMI programs. A sizeable
portion of such costs of such experiments and demonstration projects are paid
out of the EI and SMI trust funds, with the remainder funded through generel
revenues.

Congress has authorized expenditures from the trust funds for
construction, rental and lease, or purchase contracts of office buildings and
related facilities for use in connection with the SMI program. Both the capital
costs of construction financed directly from the trust fund and the rental and
lease, or purchase contract costs of acquiring facilities are included in trust
fund expenditures. In 1972-75, construction of several large facilities was
authorized under purchase contract authority, wherein initial capital costs were
borne by the private sector. Under this method of facilities acquisition, trust
fund expenditures for use and ultimate Government ownership of a facility are
made over periods of from 10 to 30 years. Whatever the manner of acquisition,
the net worth of facilities and other fixed capital assets is not carried in the
statement of the assets of the trust fund presented in this report. This is
because the value of fixed capital assets does not represent funds available for
benefit or administrative expenditures and, therefore, is not viewed as being
a consideration in assessing the actuarial status of the funds.

That portion of the trust fund which, in the judgment of the Managing
Trustee, is not required to meet current expenditures for benefits and
administration is invested in interest-bearing obligations of the U.S.
Government (including special public-debt obligations described below), in
obligations guaranteed as to both principal and interest by the United States,
or in certain federally sponsored agency obligations that are designated in the
laws authorizing their issuance as lawful investments for fiduciary and trust
funds under the control and authority of the United States or any officer of
the United States. Obligations of these types may be acquired on original
issue at the issue price or by purchase of outstanding obligations at their
market price.

The Social Security Act authorizes the issuance of special public-debt
obligations for purchase exclusively by the trust fund. The law requires that
such special public-debt obligations shall bear interest at a rate based on the
average market yield (computed on the basis of market quotations as of the end
of the calendar month next preceding the date of such issue) on all marketable
interest-bearing obligations of the United States forming a part of the public
debt which are not due or callable until after the expiration of 4 years from
the end of such calendar month.
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Table 1.-- STANDAND NONTELY PRIBCIUM RATES, ACTUARIAL JISS, AND MATCIZING RATIOS

Standard Monthly actuarial rate Matching ratio
wmonthly Enrcllees Disabled Enrolless Disabled
premium aged enrollees aged enrolless
rate 65 and over under age 65 65 and over under age 63
July 1966 - March 1968 $ 3.00 -—- —-- .- -
April 1968 - Juns 1970 4.00 === Ll Lhid -

12-month period ending

June 30 of --

wn 5.30 -
1972 5.60 -—
1973 5.80 -- - --- ---
1974 1/ 6.30 $ 6.30 $14.50 1.0000 3.6032
1978 ~ €.70 6.70 18.00 1.0000 4.3731
1976 6.70 7.50 18.50 1.2308 4.5224
1977 7.20 10.70 19.00 1.9722 4.2778
1970 7.70 12.30 25.00 2.1948 5.4938
1979 8.20 13.40 25.00 2,268 5.0976
1960 .70 13.40 23.00 2.0805 474N
1982 9.60 16.30 25,50 2.3958 4,312%
1982 11.00 22.60 36.60 3.1091 5.6545
1983 12.20 24.60 42.10 3.0328 5.9016

July 1983 - December 1983 12.20 27.00 46.10 3.4262 6.5574

Calendar ysar

1984 14.60 29.20 84.30 3.0000 6.4384
1988 15.50 31.00 52.70 3.0000 5.8000
1986 15.50 31.00 40.80 3.0000 4.3645
1987 17.90 35,80 53.00 3.0000 4.9218
1908 24.80 49.60 46.60 3.0000 2.9194
1989 31.90 2/ 55,00 34.30 3.0000 3/ 1.4568 3/
1950 20.60 $7.20 44.10 3.0000 2.0839 ~
1991 29.90 62.60 56.00 3.1873 2.7458

1/ In accordance with limitations on the costs of health care imposed under Phase III of the Economic stabilisation
progran, the standard premius rate for July and August 1973 was set at $5.80 and $6.10, respectively. Effective
Septembar 1973, the rate incresased to $6.30.

2/ This is the premium paid by most groups. This rate includes the $4.00 ic ge monthly p:

which was paid by most snrollees.
3/ The matching ratios for CY 1969 apply to the non-catastrophic portion of the standard moathly premium ra
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SUMMARY OF THE OPERATIONS OF THE TRUST FUND, FISCAL YEAR 1990

A statement of the income and disbursements of the Federal
Supplementary Medical Insurance Trust Fund in FY 1990 and of the assets of
the fund at the beginning and end of the fiscal year is presented in Table 2.

The total assets of the trust fund amounted to $11,412 million on
September 30, 1989. During FY 1990, total receipts amounted to $46,138
milion, and total disbursements were $43,022 million. Total assets thus
increased $3,115 million during the year to a total of $14,527 million on
September 30, 1990.

Of the total receipts, $10,138 million represented premium payments by
(or on behalf of) enrollees aged 65 and over, $995 million represented premium
payments by (or on behalf of) disabled enrollees under age 65, and $361 million
represented catastrophic coverage monthly premium payments. Total premium
payments amounted to $11,494 milion, a decrease of 0.5 percent over the
amount of $11,548 million for the preceding year. This decrease in premiums
from enrollees resulted primarily from the decrease from $31.90 to $28.60 per
month in the standard premium rate that became effective on January 1, 1990
as a result of the repeal of catastrophic coverage. The impact of this decrease
was somewhat offset by the growth in the number of persons enrolled in the
SMI program.

Contributions received from the general fund of the treasury amounted
to $33,210 million, which accounted for 72.0 percent of total receipts. This
amount consisted of $31,107 million representing contributions relating to
premiums paid by enrollees aged 65 and over, and $2,103 million representing
contributions relating to the premiums paid by disabled enrollees under age 65.
The remaining $1,431 million of receipts consisted almost entirely of interest on
the investments of the trust fund.

Of the $43,022 million in total disbursements, $41,498 million represented:
(1) benefits paid directly from the trust fund for health services covered under
Title XVIII of the Social Security Act and (2) costs of experiments and
demonstration projects in providing health care services.

The remaining $1,524 million of disbursements was for administrative
expenses. Administrative expenses are allocated and charged directly to each
of the four trust funds--old age and survivors insurance, disability insurance,
HI, and SMI--on the basis of provisional estimates. Similarly, the expenses of
administering other programs of the Health Care Financing Administration
(HCFA) are also allocated and charged directly to the general fund of the
Treasury on a provisional basis. Periodically, as actual experience develops and
is analyzed, the allocations of administrative expenses and costs of construction
for prior periods are adjusted by interfund transfers. This adjustment
includes transfers between the HI and SMI trust funds and the program
management general fund account, with appropriate interest allowances.

In Table 3, the experience with respect to actual amounts of enrollee
premiums, Government contributions, and benefit payments in FY 1990 is
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compared with the estimates for FY 1980 which appeared in the 1989 and 1990
annual reports.

Table 4 shows a comparison of the total assets of the fund and their
distribution at the end of FY 1989 and at the end of FY 1990. The assets of
the trust fund at the end of FY 1989 totaled $11,412 million, consisting of
$11,398 million in the form of obligations of the U.S. Government, and an
undisbursed balance of $15 million. The assets of the trust fund at the end of
FY 1990 totaled $14,527 million, consisting of $14,288 million in the form of
obligations of the U.S. Government and an undisbursed balance of $241
million. A comparison of assets of the trust fund with liabilities for incurred
but unpaid benefits (and related administrative expenses) is shown in a later

section.

The net increase in the par value of the investments held by the fund
during FY 1890 amounted to $2,888 million. New securities at a total par value
of $51,489 million were acquired during the fiscal year through the investment
of receipts and reinvestment of funds made available from the redemption of
securities. The par value of securities redeemed during the year was
$48,262 million. Included in these amounts is $47,003 million in certificates of
indebtedness that were acquired, and $46,549 million in certificates of
indebtedness that were redeemed, within the fiscal year.

The effective annual rate of interest earned by the assets of the SMI
trust fund for the 12 months ending on June 30, 1990 was 10.0 percent. This
period is used because irterest on special issues is paid semiannuaily on June
30 and December 31. The interest rate on special issues purchased by the
trust fund in June 1990 was 8 3/4 percent, payable semiannually.
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Table 2.--STATSMENT OF OPERATIONS OF THE SUPPLEMENTARY MEDICAL INSURANCE
TRUST FUND DURING FISCAL YEAR 1990
{In thousands)

Total assets of the trust fund, beginning of period... $ 11,412,088

Receipts:
Premiums from enrollees:
Enrolless aged 65 and OVeC...... . $ 10,137,984
Disadled snrollees under age 65 . 994,523
Catastrophic coverage monthly premiums . 361,461
Total premiums.. 11,493,968
Transfers from general fund of the Treasury:
Government contributions:
Supplementary premiums of enrcllees aged 65 and OVEr........ 31,108,988
Supplementary premiumes of disabled enrollees under age 6S... 2,103,023
Total Government contributions.......eveeencnves 33,210,011
OLD@Tccuesscestsscensrocnsssacantsaseraassaosasssssssrssscesscssns 2,930
Interest:
Interest on Investments..........sseeciscense 1,430,553
Interest on amounts of interfund transfers *... 80
Total intere8t..c.cceevannvecnsnan “besessestrarasasessarssresrasense 1,430,633
TOtAl FOCEIDLB. . acerveocrresansssvancsanns serercacnmenaan P 46,137,542
Disbursements:
Benafit PAYMSNLS. ....c.ccovevnannana teccctenen 41,497,779
Administrative axpenses:
Treasury administrative expenses. (433)
Salaries and expenses - 8SA.. 243,110
S8alaries and expeanses - HCFA 1,258,317
Salaries and expenses Office of Secretary. 15,039
Construction...... 1,538
Public Health Servic 2,415
Pay Assessment Commission.....ccvevvenaes 580
office of P 100
Physicians Payment Review........cavessa 3,806
Total adMinistrATIVE GXPONBBB.crcvcovstravrcerssreravrsrovetasancse 1,524,472
Total diBbUrBEMENtB....coviittietttetrarsronsescenstrssoctessssnnsane 43,022,251
Net addition to the tIZust fund..cccecesencaveracsscsassnssnsscacsces 3,115,293
Total assets of the trust fund, end of period...ccecesscsrsstancenanns 14,527,379
* A positive figure rep a of 1 to tha SMI trust fund from the other trust funds.

A negative figure represents a transfer of interest from the SMI trust fund to the other trust funds.

NOTE: Totals do not necessarily equal the sum of rounded components.
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Table 3.~- COMPARISON OF ACTUAL AND ESTIMATED OPERATIONS OF
THE SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND,
FISCAL YRAR 1990
(Dollar amounts in millions)

Comparison of actual expsrience with estimates
for FY 1990 published in --

1990 report 1989 report
Actual as Actual as
Actual

Item amount amount of estimate Amount of estimate
Premiums from
enrollees 1 $11,494 $11,380 101 $11,680 2/ 98
Government
contributions 33,210 32,879 101 33,415 99
Benefit
paysents 41,498 42,502 98 43,421 3/ 96

1/ The PY 1990 premium contributions fros enrolless i ic ge monthly premiums, which

was mandated by the Medicare Catastrophic Coverage Act of 1988 (Public Law 100-360). This provision was
repsaled effective January 1, 1990.

The 1989 estimate for FY 1990 enrclles premium contributions excludes sstimated amounts for the supplesental
catastrophic coverage premiums which were repealed retrosctive to January 1, 1989 by the Medicars
Catantrophic Coverage Repeal Act of 1989 (Public Law 101-234).

The 1969 estimate for FY 1990 benefit payments excludes estimated amounts for the payments of benefits
included in the Medicare Catastrophic Caverage Act of 1988 (Public Law 100-360}. Part B benefits which
were to be effective January 1, 1990 were repealed by the Medicare Catastrophic Coverage Repeal Act of
19689 (Public Law 101-234).
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Table 4. or TNE TRUST PUND
AT THE END OF FISCAL YRARS 1589 AID 1990 *

Beptecber 30, 1989 September 30, 1990

Investments in public-debt obligations sold only

to this fund (special issues):
Certificates of indebtedneSsI.......vcsseesess--ase § 345,777,000.00 $  460,590,000.00
Bonds:

@ 3/8-percent, 444,270,000.00 444,270,000.00
8 3/4-percent, 4,743,765,000.00 7,645, 809,000.00
9 1/4-percent, 1,126,519,000.00 998,054 ,000.00
9 3/4-percent, 115,003,000, 00 115,003, 000.00
10 3/6-percent, 1,661,292,000.00 1,661,292, 000.00
10 3/4-percent, 809,231,000.00 809,231,000.00
13 1/4-percent, 1,033,983, 000.00 1,033,983,000.00
13 3/4-percent, 1,127,677,000.00 1,117,677,000.00
Total investments in public-debt obligations........... 11,397,517,000.00 14,285,909, 000.00
Undisbursed balance. sesrssaeas 14,571,382.00 241,469,924.26
Total asBetB..crrvvoccscccocncananans teeesaseeeennnaass 11,412,088,382.00 14,527,378,924.28

* The assets are carried at par value, which is the sane as book value.
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EXPECTED OPERATIONS AND STATUS OF THE TRUST FUND

Financing for the SMI program is established annually on the basis of
standard monthly premium rates (paid by or on behalf of the enrollees) and
actuarial rates on which general revenue contributions are based. Beginning
January 1, 1984, the annual basis has been the calendar year. For 1989, only,
the financing was established also on the basis of the catastrophic coverage
monthly premium rate. With the enactment of the Medicare Catastrophic
Coverage Repeal Act of 1989 (Public Law 101-234), the financing for 1990 and
beyond will no longer be established on the basis of catastrophic coverage
premium rates.

Although standard monthly premium rates have been set for periods
through December 31, 1995 and actuarial rates have been set for periods
through December 31, 1991, projections are presented through December 31,
2000. It has been assumed in this report that financing after those times will
be established in accordance with the provisions described in the "Nature of
the Trust Fund" section.

The projections shown in Tables 5, 6 and 7 are based on the economic
assumptions labeled "alternative’ IL." The economic and demographic
assumptions underlying the alternative II projections are described in detail in
the 1991 Annual Report of the Board of Trustees of the Federal Old-Age and
Survivors Insurance and Disability Insurance Trust Funds. Appendix A
presents an explanation of the effects of the alternative II assumptions on the
projections in this report.

The January 1, 1991 average update of the allowable fee for physician
services is assumed to be -4.8 percent. Alternative II assumes the January
1, 1992 average update to be 2.1 percent. The costs per enrollee for
institutional and other services under the SMI program are projected to increase
an average of 14.6 percent for CY 1991 and 14.3 percent for CY 1992. These
increases represent price incr and iner due to other factors.

Table 5 shows the projected operations of the trust fund for aiternative
II on a fiscal-year basis through FY 1993. Table 6 shows the corresponding
development on a calendar-year basis. The level of the trust fund increased
in FY 1990 and CY 1990 mainly due to the passage of Public Law 101-239 after
the financing for CY 1990 had been established. Public Law 101-239 reduced
‘expenditures beginning in CY 1990. For CY 1991, the actuarial rates were
promulgated with specific margins to reduce assets. However, the rates were
set before the passage of Public Law 101-508, which reduced expenditures
beginning, for the most part, in CY 1991. As a result, based on these
actuarial rates and the above economic assumptions, the fund is projected to
increase to $17.1 billion by the end of CY 1991. The alternative II projections
assume that the financing for CY 1992 will be set to reduce assets, and, as a
result, the fund decreases to $15.7 billion by the end of CY 1992.

Table 7 shows the calendar-year average increase in aggregate and per
capita benefit payments under alternative II through CY 1993. To reflect the
size of the program relative to the economy as a whole, Table 7 also shows SMI
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benefit expenditures as a percent of Gross National Product (GNP). During
CY 1990, the program grew 10.9 percent on an aggregate basis, grew 9.2
percent on a per capita basis, and increased from .74 to .78 percent of GNP.

Since future health care usage and cost experience may vary considerably
from the intermediate set of assumptions (alternative II) on which the cost
estimates were based, projections have also been prepared on the basis of two
additional alternative sets of assumptions: alternative I and alternative III.
The estimated operations of the SMI trust fund during CY 1990-2000 are
summarized in Table 8 for all three alternatives. The assumptions underlying
alternative II are presented in substantial detail in Appendix A. The
assumptions used in preparing projections under aiternative I and III are also
summarized in Appendix A.

The three alternative sets of assumptions were selected in order to
indicate the general range in which the cost of the program reasonably might
be expected to fall. The alternative I assumptions are somewhat more optimistic
than the alternative II assumptions, resuiting in a lower average expenditure
growth over the projection period. The alternative IIl assumptions are
somewhat more pessimistic than alternative II assumptions, resulting in a higher
average expenditure growih over the projection period. Alternatives I and III
provide for a fairly wide range of possible experience. Actual experience is
expected to fall within the range, but no guarantee can be made 'that this will
be the case, particularly in light of the wide variations in experience that
have occurred since the beginning of the program.

SMI expenditures are projected to grow faster than the GNP under all
three alternatives, with the most rapid growth occurring under alternative III
assumptions and the least rapid under alternative I assumptions. Table 8
indicates that by CY 2000 total disbursements for alternative I and for
alternative III will be 18 percent lower and 23 percent higher, respectively,
than for alternative II. Similarly, for CY 2000 total income for alternative I
and for alternative III will be 18 percent lower and 23 percent higher,
respectively, than for alternative II. However, the trust fund balances for
alternative 1 and III do not display this divergence. The CY 2000 trust fund
balance under alternative I is 7 percent lower than the trust fund balance for
alternative II, and the trust fund balance for alternative III is 7 percent
higher than under alternative II. The reason the trust fund balances show
much smaller variations under the three alternatives is that the financing has
only been fully established through CY 1991. It is assumed that financing for
years beyond 1991 will be established to adequately finance the expenditures,
irrespective of the underlying economic assumptions.
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Table 5.-- o MEDICAL TRUST FUND (CANE BASIS)
PISCAL YEARS 1991-1993 AND ACTUAL DATA FOR 1967-1900
(In millions)
Income Disbursements
Preaiuss Government Intersst Total Salance in fund
Fiscal from contribu-~ and other Total Benetit disburse- at end of
year 1/ enrcllees tions 2/ income 3/ income paysents nenits yoar &/
Bistorical:
1967 § 647 $ 15 $ 1,285 $ 664 $ 135 5/ $ 799 486
1966 690 21 1,353 1,390 142 1,532 307
1969 903 24 1,911 1,645 19% 1,840 37e
1970 936 12 1,876 1,979 217 2,196 57
1971 1,283 18 2,%16 2,015 2148 2,203 290
1972 1,340 29 2,734 2,255 289 2,544 481
1973 1,427 45 7,902 2,391 246 2,637 746
1974 1,704 76 3,809 2,074 409 3,283 1,272
1978 1,887 108 4,322 3,765 405 4,170 1,426
1976 1,951 104 4,994 4,672 520 5,200 3,219
T.Q. 539 L) 1,421 132 1,401 1,239
1977 2,193 137 7,383 475 6,342 2,279
1978 2,43 220 9,045 504 7,356 3,968
1879 2,638 363 9,839 9,259 555 8,814 4,994
1980 2,928 415 10,278 10,144 593 10,737 4,532
1981 3,320 372 12,439 12,345 083 13,228 3,743
1982 3,831 41 317,627 14,806 754 15,560 5,810
1983 4,227 682 19,147 17,487 224 18,311 6,646
1984 4,907 807 22,525 18,473 9% 20,372 8,799
1985 5,524 1,185 34,577 21,608 922 22,730 10,646
1966 5,699 1,220 25,003 25,169 1,049 26,218 9,432
1997 6,480 1,018 27,797 29,937 900 30,837 6,392
1988 8,756 028 35,002 33,682 1,265 34,947 6,447
1989 11,548 &/ 39,712 1,022 6/ 43,202 &/ 36,067 1,450 6/ 36,2317 &/ 11,412 8/
1990 11,494 §/ 33,210 1,434 §/ 46,138 6/ 41,490 1,524 &/ 43,022 &/ 14,527 E/
Projected:
1991 11,671 34,730 1,432 47,833 45,767 1,559 47,328 15,034
1992 12,559 40,403 1,358 54,320 51,922 1,638 53,557 15,797
1993 14,420 43,483 1,302 59,205 58,539 1,722 60,261 14,741

1/ For 1967 through 1976, fiscal years cover the interval from July 1 through June 30; the thrse-month interval from July 1,
1976, through September 30, 1976, is labsled "T.Q.", the transition quarter; FY 1977-93 cover the interval from October

1 through September 30.

2/ The payments shown as being from the general f
3/ Other incoms includes recoveriss of ascunts re
and other miscellanecus income.
4/ The tinancial status of the program depends on both the total net a

$/ Administrative expsnses shown include those paid in FY 1956 and 1967.

€/ Includes the impact of the

Act of 1988 (Public Law 100-360).

und of the Treasury include certain intersst-adjustment items.
imbursed from the trust fund which are snot obligations of the truet fund

ssets anc tha liabilities of the program (Ses Table 10).
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Table 6.-~ o MEDICAL TRUST FPUND (CASH BASIS)
" CALEWDAR YEARS 1991-1993 AND ACTUAL DATA FOR 1966- 1990
(In millions)
Income Disbursements
Adminis- Total Balance in fund
Calendar from contribu- and other Total Benefit trative disbures- at end of
year enrollees tions 1/ incoms 2/  incose payments expenses mants year 3/

Historicals
1966 s ] s 2 $ 2 3 128 $ 75 $ 203 3 122
1967 933 24 1,597 1,197 10 1,307 412
1960 858 21 1,711 1,518 184 1,702 421
1969 907 18 1,839 1,865 196 2,061 199
1970 1,093 12 2,201 1,975 237 2,212 188
1971 1,313 24 2,639 2,117 260 2,377 450
1972 1,389 37 2,808 2,335 209 2,614 643
1973 1,708 57 3,312 2,526 18 2,844 1,111
1974 2,225 95 4,124 3 s 410 3,728 1,506
1975 2,640 107 4,673 4,273 462 4,735 1,464
1976 3,810 107 5,977 5,080 542 5,622 1,79%
1977 5,386 172 7,805 6,038 467 6,505 3,099
1978 6,287 299 9,056 7,252 503 7,755 4,400
1979 6,645 404 9,768 8,708 557 9,265 4,902
1980 7,455 408 10,874 10,635 6i0 11,245 4,53
1981 11,191 &/ 361 15,37¢ 13,113 915 14,028 5,877
19082 12,264 &/ 599 16,580 15,455 772 16,227 6,230
1983 14,861 ~ 727 19,824 18,106 678 18,964 7,070
1904 17,054 959 23,180 19,661 o9l 20,552 9,698
1985 18,250 1,243 25,106 22,947 933 23,880 10,924
1986 17,802 1,14 24,665 26,239 1,060 27,299 8,201
1997 7,409 5/ 23,560 5/ 875 31,844 30,820 920 31,740 8,394
1988 8,761 3/ 26,203 3/ 861 35,025 33,970 1,260 35,230 8,990
1989 12,263 ¢/ 30,032 1,234 6/ 44,349 &/ 30,294 1,489 6/ 39,783 6/ 13,556 &/
1990 11,330 33,035 1,558 45,913 42,468 1,519 43,987 15,482
Projected:
1991 11,044 37,301 1,322 50,467 47,259 1,573 48,832 17,117
1992 12,797 39,601 1,367 53,765 53,512 1,656 55,166 1%,714
1993 14,960 44,776 1,236 60,972 60,413 1,744 62,157 14,529

1/ The paymsnts shown as being from the general fund of the Treasury inciude certain intersst-adjustment items.

2/ Othar incoms includes of amounts from the trust fund which are pot cbligations of the trust fund
and other miscellanecus incoms.

3/ The financial status of the program depends on both the total net assets and the liabilitiss of the program (Ses Table 10}.

4/ section 708 of Title VII of the Social Security Act modified the provisions for the delivery of Social Security benefit

" checks when the regularly designated delivery day falls on a Saturday, Sunday, or legal public holiday. Delivery of
banefit checks normally due January, 1982 occurred on Dececber 31, 1981. ly, the SMI withheld from
the checke ($264 millicn) and the general revenue matching contributions ($883 million) were added to tha SMI trust fund
on December 31, 1981. These amounts are sxcluded from the premium incoms and general revenus income for CY 1982.

3/ Delivery of benefit checks normally due January, 1988 on 31, 1987, 1y, the SMI premiums

withheld from the checks {$692 sillion) and the general revenue matching contributions ($2,176 million) wers added to the

SNI trust fund on December 31, 1987. These amcunts are excluded from the premium incoms and general revenue income for

CY 1988 (Rafer to footnote 4).

$§/ Includes the impact of the Medicare Cluluophic Coverage Act of 1988 (Public Law 100-360).
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Table 7.--GROWTH IN TOTAL CASH BENEZYITS UNDER THE SUPPLEMENTARY
MEDICAL INSURANCE PROGRAM THROUGH DECEMBER 31, 1993

Aggregate SMI benefits
Calendar benefits Percent Per capita Percent as a psrcent
year (millionsa) change benefits change of GNP
Historical:
1967 $ 1,197 $ 66.97 0.15
1968 1,518 26.8 82.27 22.8 0.17
1969 1,865 22.9 $7.86 19.0 0.19
1970 1,975 5.9 101.30 3.5 0.19
1971 2,117 7.2 106.68 5.3 0.19
1972 2,325 9.8 114.91 7.7 0.19
1973 2,526 8.6 122.02 6.2 0.19
1974 3,318 J1.4 144.47 18.4 0.23
1975 4,273 28.8 179.96 24.6 0.27
1976 5,080 18.9 207.39 15.2 0.28
1977 6,038 18.9 239.27 15.4 0.30
1978 7,252 20.1 273.58 16.8 0.32
1979 a,708 20.1 326.86 16.9 0.35
1980 10,635 22.1 389.87 19.3 0.39
1981 13,113 23.3 471.15 20.8 0.43
1982 15,455 17.9 545.55 15.8 0.49
1983 18,106 17.2 627.79 15.1 0.53
1984 19,661 8.6 670.77 6.8 0.52
1985 22,947 16.7 768.25 14.5 0.57
1986 26,239 14.3 861.37 12.1 0.62
1987 30,820 17.5 992.69 15.2 0.68
1988 33,970 10.2 1,078.41 8.6 0.70
1969 38,294 12.7 1,197.55 11.0 0.74
1990 42,468 10.9 1,307.27 9.2 0.78
Projected:
1991 47,259 11.3 1,431.61 9.5 0.84
1992 53,512 13.2 1,595.71 11.5 0.89

1993 60,413 12.9 1,773.67 11.2 0.94
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Table 8.--ESTIMATED FROGRESS OF SUPPLEMENTARY MEDICAL IRSURANCE TRUST FUND (CASH BASIS)
CALENDAR YEARS 1990-2000
{In billions)

Premiums Total Balance in
Calendar from Other Total digburse- fund at end
year enrollees income * income ments year
Alternative I:
1990 $11.3 $ 4.5 $ 45.9 $ 44.0 $15.5
1991 11.8 38.6 50.5 48.8 17.1
1992 12.8 39.5 52.3 53.8 15.6
1993 15.0 43.2 58.2 59.5 14.3
1994 17.0 47.9 65.0 66.2 13.1
1995 19.4 55.7 75.1 73.8 14.4
1996 20.2 63.4 83.6 82.2 15.8
1997 21.0 71.7 92.7 91.1 17.4
1998 21.9 80.5 102.4 100.8 19.0
1999 22.7 90.4 113.2 111.4 20.8
2000 23.6 101.6 125.2 123.3 22.8
Alternative II:
1990 1.3 34.6 45.9 4.0 15.5
1991 11.8 38.6 50.5 48.8 17.1
1992 12.8 41.0 53.8 55.2 15.7
1993 15.0 46.0 61.0 62.2 14.5
1994 17.0 52.3 69.4 70.4 13.5
1995 19.4 62.3 81.7 80.2 14.9
1996 20.4 72.6 93.0 91.4 16.5
1997 21.4 3.9 105.3 103.6 18.2
1998 22.5 96.6 119.0 117.2 20.0
1999 23.6 111.0 134.6 132.5 22.2
2000 24.8 127.5 152.3 149.9 24.6
Alternative III:
1990 1.2 34.6 45.9 44.0 15.5
1991 11.8 38.6 50.5 48.8 17.1
1992 12.8 41.9 54.7 56.0 15.8
1993 15.0 48.7 63.7 64.9 14.5
1994 17.0 56.5 73.6 74.6 13.5
1995 19.4 68.1 87.5 86.0 15.0
1996 20.98 82.0 102.8 101.1 16.7
1997 22.0 98.2 120.2 118.3 18.6
1998 23.4 116.1 139.5 137.2 20.9
1999 24.7 136.8 161.5 159.0 23.4
2000 26.2 161.2 187.4 184.5 26.3

* Other income contains government contributions and interest.

NOTE: Totals do not necessarily equal the sum of rounded components.
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ACTUARIAL STATUS OF THE TRUST FUND

I. ACTUARIAL SOUNDNESS OF THE SUPPLEMENTARY MEDICAL INSURANCE
PROGRAM .

The concept of actuarial soundness, as it applies to the SMI program, is
closely related to the concept as it applies to private group insurance. The
SMI program essentially is yearly renewable term insurance financed from
premium income paid by the enrollees and from income contributed from general
revenue. Consequently, the income to the program during a 12-month period
for which financing is being established should be sufficient to maintain assets
at a level to pay for services (including associated administrative costs)
expected to be rendered during that period, even though payment for some of
these services will not be made until after the close of the period. The
portion of income required to cover those benefits not paid until after the close
of the year should be added to the trust fund until needed. Thus, the assets
in the trust fund at any time should be no less than the costs of the benefits
and the administrative expenses incurred but not yet paid.

The law requires the Secretary of HHS to establish income on the basis
of incurred costs (including associated administrative costs) for the 12-month
period for which financing is being established. Financing on an incurred
basis means that income should be sufficient to cover the cost of services
rendered during the period. However, since the income per enrollee (premium
rate plus Government contribution) is establisted prospectively, it is subject
to projection error. Additionally, legislation enacted after the financing has
been established but effective for the period for which financing has been set,
may affect program costs. As a result, the income to the program may not be
equal to incurred costs; therefore, trust fund assets should be maintained at
a level which is adequate to cover the impact of a moderate degree of variation
between actual and projected costs, as well as the value of incurred but unpaid
expenses.

In testing the actuarial soundness of the SMI program, it is not
appropriate to look beyond the period for which the enrollee premium rates and
level of general revenue financing have been established. The primary tests
of actuarial soundness, then, are that: (1) assets and income for years for
which financing has been established be sufficient to meet the projected
benefits and associated administrative expenses incurred for that period and (2)
assets be sufficient to cover projected liabilities that will have been incurred
by the end of that time but will not have been paid yet. Even if these tests
of actuarial soundness are not met, the program can continue to operate if the
trust fund remains at a level adequate to permit the payment of claims as
presented. However, to protect against the possibility that cost increases
under the program will be higher than assumed, assets should be sufficient to
include contingency levels to cover the impact of a moderate degree of variation
between actual and projected costs.

Contingency levels to accommodate cost increases that may be higher than
expected are measured by the excess of assets over liabilities. An appropriate
target level for this excess depends on numerous factors. The most important
of these factors are: (1) the difference from prior years in the actual
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performance of the progrem and the estimates made at the time financing wes
established and (2) the expected relationship between incurred and cash
expenditures. Ongoing analysis is made of the former as trends in the
differences vary over time.

2. INCURRED EXPERIENCE OF THE SUPPLEMENTARY MEDICAL INSURANCE
PROGRAM

The tests of actuarial soundness of the SMI program noted above rely on
the incurred experience of the program. Cash disbursements for benefits and
administrative expenses by themselves are misleading, due to the relatively
large liabilities outstanding at any time for benefits and processing costs.
Outstanding liabilities result from the lag between the time that services are
performed and the time that payments for them are made.

The experience of the program is substantially“more difficult to determine
on an incurred basis than on a cash basis. Payment for some services is
reported only on a cash basis, and the incurred experience must be inferred
from the cash payment information. For recent time periods, the tabulations
of bills are incomplete due to normal processing delays. Finally, since bills are
tabulated only for a sample of beneficiaries, the data is subject to biases and
random fluctuations inherent in the sampling process.

Table 9 shows the estimated transactions of the trust fund on an incurred
basis. For the reasons stated above, the incurred experience must be viewed
as an estimate even for historical years. Various checks, such as cash outlay
data, assure that the estimates are reasonably close, however.

3. ACCUMULATED EXCESS OF ASSETS OVER LIABILITIES

The Hability outstanding at any time for the cost of services performed
for which no payment has been made is referred to as "benefits incurred but
unpaid.” Estimates of the amount of benefits incurred but unpaid as of the end
of each financing period, and of the administrative expenses related to
processing these benefits, appear in Table 10. For some years of the program,
assets have not been as large as outstanding liabilities. Nonetheless, the fund
has remained positive, allowing claims to be paid.

Program financing has been established through December 31, 1991. The
financing for CY 1991 was designed with specific margins to reduce the excess
of assets over liabilities as a percent of incurred expenditures for the following
year. However, Public Law 101-508 was enacted on November 5, 1990 after the
financing had been established for CY 1991. As a net result of these
measures, the excess of assets over liabilities is expected to increase from
$9,278 million at the end of December 1990 to $10,092 million at the end of
December 1991 for alternative II. This excess as a percent of incurred
expenditures for the following year, however, is expected to decrease from 18.7
percent as of December 31, 1990 to 18.0 percent as of December 31, 1991.



4. SENSITIVITY TESTING

Some of the assumptions underlying the projections presented in this
report are highly uncertain, and variations in these assumptions would have a
substantial impact on projected expenditures. Since the financing rates are
set prospectively, the actuarial soundness depends on the variations in these
assumptions. In order to test the actuarial soundness of the program under
varying assumptions, a low cost projection and a high cost projection were
prepared by varying these key assumptions through the period for which the
financing has been set. The low and high cost alternative sets of assumptions
are intended to reflect growth rates for the various components of program
costs which are more favorable and adverse, respectively, than those of the
intermediate projections (alternative II) and which are not unreasonable
themselves in light of the nature and historical experience of the program. As
such, they provide a range of financial outcomes within which the actual
experience of the program might reasonably be expected to fall. The values
for the low and high assumptions were determined from a study on the average
historical variation in the respective increase factors.

This sensitivity analysis differs from the alternative I and III analysis
discussed in the "Expected Operations and Status of the Trust Fund" section.
This analysis examines the variation in the projection factors through the
period for which the financing has been established (1991 for this report).
The alternative I and III analysis begins the variation in program growth with
the first year after the year for which financing has been established (1992 for

this report).

Table 11 indicates that, under the low cost assumptions, trust fund
assets would exceed liabilities by the end of December 1991 (the period through
which financing has been established), reaching a level of 28.3 percent of the
following year's incurred expenditures. If these low growth rates were actually
to materialize, then subsequent financing rates would be adjusted downward
in order to lower the excess of assets over liabilities to an appropriate level
to maintain the actuarial soundness of the trust fund. Under the high cost
assumptions, trust fund assets would still exceed liabilities by the end of
December 1991, reaching a level of 9.1 percent of the following year's incurred
expenditures. Therefore, even if these high growth rates were to occur, assets
would still be sufficient to cover outstanding liabilities.



Table 9.--ESTIMATED INCONE AND UNDER BUPPL
POR ¥ 31, 1991
(In millions)

Premiuns Interest
Financing from Govarnmer.t and other Benefit Mninistrative Net operations
period enrcolless contributions income payments expanses in year

Bistorical:

12-month period

ending June 30,
1967 $ 647 $ 647 $ 15 $ 1,109 $ 123y s 7
1968 698 . 698 21 1,403 155 -181
1969 903 903 24 1,765 198 -133
1970 936 936 12 1,929 213 -258
1971 1,253 1,253 18 2,090 259 175
1972 1,340 1,340 29 2,289 259 161
1973 1,427 1,426 45 2,500 302 96
1974 1,704 2,001 6 3,150 as3 3ce
1975 1,867 2,396 105 3,930 438 19
1976 1,951 2,972 109 4,827 465 -280
1977 2,156 4,697 157 5,870 515 625
1978 2,358 5,991 254 6,964 511 1,128
1979 2,601 6,570 365 8,185 649 702
1980 2,823 6,627 421 9,961 645 -735
1981 3,178 8,219 mn 12,059 692 -983
1982 3,737 12,488 495 14,042 728 1,950
1982 4,202 13,951 686 17,090 708 1,041

Transition semester 2/ 2,120 7,836 374 9,736 483 111

Calendar ywar
1984 5,167 17,052 962 20,337 869 1,975
1983 5,613 16,243 1,248 22,918 986 1,200
1986 5,722 17,802 1,141 26,766 1,000 -3,101
15987 6,717 21,317 880 30,903 1,036 -2,96%
1968 9,453 280,342 903 34,671 1,307 2,720
1989 12,263 3/ 30,026 1,257 3/ 38,638 1,538 3/ 4,170 3/
1990 11,320 33,035 1,558 42,946 1,518 1,849~

Projected:

Calendar year
1991 11,844 37,274 1,349 48,080 1,573 814

1/ Includes administrative expenses incurred prior to the beginning of the progras.
2/ The transition semester is the 6-month period July 1, 1983 to Decexber 31, 1961.
3/ Includes the impact of the Medicare Catastrophic Coverage Act of 1988 (Public Law 100-360).
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Table 10.--SUMMARY OF KOTIMATED ASSETS AND LIADILITIRS OF THE MEDICAL
AS OF THE END OF THR FINARCING PERICD, POR PERIODS THROUGE DECHGER 31, 1891
(Dollar ssounts ia millioms)

Government Banafits Adminietrative Excess of
Balance in contributions Total inourred costs incurred Total assets over
trust fund due but unpaid assets but unpaid but unpaid iiadilities liabilitiss Ratio 1/
Bistoricals
As of June 30,
1967 s 486 $ 24 $ 510 $ 445 $ -12 $ 433 s 7 0.08
1968 307 a8 398 490 1 499 -104 -0.05
1969 378 7 388 610 4 622 -237 -0.11
1970 57 18 72 568 [ 68 -496 -0.21
1971 290 22 n2 623 11 634 -322 -0.13
1972 481 -3 470 657 ~19 638 -160 -0.06
1973 746 -7 739 766 » 003 -64 -0.02
1974 1,272 -5 1,267 1,042 -19 1,023 244 0.06
1975 1,424 67 1,491 1,208 14 1,222 69 0.0%
1876 1,219 106 1,32% 1,363 -29 1,334 -9 0.00
1977 2,170 91 2,261 1,644 3 1,647 614 0.08
1978 3,786 48 3,034 2,051 © 2,091 1,743 0.20
1979 4,800 2 4,802 2,316 12 2,439 2,443 0.23
1980 4,657 ° 4,697 2,761 188 2,949 1,708 0.13
1981 3,601 ¢ 3,001 3,062 13 3,078 726 0.05
1982 5,534 1 5,338 2,860 - 2,859 2,676 0.18%
1983 6,780 2 6,702 3,113 -48 3,085 N7 0.10
As of Decesber 31,
1983 7,070 1 7,071 3,mm -69 3,242 3,029 .18
1984 9,69¢ 2 9,700 3,997 -9 3,096 5,004 0.2¢
1985 10,924 o 10,924 3,958 -3 3,920 7,004 0.2%
1986 8,291 o 68,291 4,488 -98 4,387 3,904 .12
1987 8,394 2/ [ 8,394 2/ 4.568 17 7,485 2/ 939 0.03
1988 9,990 3 8,99 5,270 54 5,334 3,639 c.09
1989 3/ 13,556 ¢ 13,556 5,61¢ 113 5,727 7,029 0.18
1990 15,402 Q 15,402 6,092 12 6,204 9,276 .19
Projected:
1991 17,117 o 17,117 6,913 112 7,028 10,092 0.10

1/ Ratio of the excess of assets over liabilities to the following ysar's total incurred expenditures.

1/ Section 708 of Title VII of the Social Security Act modified the provisions for the delivery of Social Security benefit
checks when the regularly designated day falls on a Saturday, Bunday, or legal public holiday. Delivery of benefit
checks normally due January, 1968 occurred on Decesber 31, 1987. ly, the aMI withheld from the
checks ($692 million) and the genaral revanus matching contributions ($2,178 uuxu) wers added to the SMI trust fund
on Decssbar 31, 1987 and were included in the liabilities.

3/ Beginning in 1989, the of the
liabilities of the trust fund.

Account are included in the sssets and




Table 11.--ACTUARTAL STATUS OF THE NI TRUST FUND UNDER TERER SETS OF ASSOMPTIONS FOR FINANCING PRRICOS
THROUGH DECIMERER 31, 1991

Alternative II Low cost High coat
projection projection projection
12-Month 12-Month 12-Month
period ending June 10, period ending June 30, period ending June 30,
1990 1991 1992 1990 1991 1992 1990 1991 1992
Projection factors (in percemt): 1/
Physician fess 2/
Aged 0.9 -2.6 -1.4 0.6 -3.4 -2.5 1.2 -1.8 -0.4
Disabled 0.9 -2.6 -1.4 0.6 -3.4 -2.5 1.2 -1.8 -0.4
Utilization of physician services 3/
Aged s.4 8.7 11.1 7.9 7.2 7.3 8.9 10.2 4.9
Disabled 10.6 a.8 10.3 s.8 6.1 6.9 12.4 11.5 13.7
Outpatient hospital services per snrollees
Aged 1.7 18.7 13.0 7.0 11.2 10.3 16.4 20.2 15.7
Disabled 7.8 18.5 7.9 2.9 9.3 1.3 12.7 21.7 14.5
As of Dacembor 31, As of Dacember 31, As of Decamber 31,
1989 1990 1991 1989 1990 1991 1989 1990 1991
Actuarial status (in millions):
Assets $13,556 $15,482 $17,117 $13,556 $15,482 319,726 $13,556 $15,482 $14,346
Liabilities 5,727 6,204 7,028 5,436 4,750 5,329 6,019 7,686 8,765
Assets less liabilities $7,829 $ 9,278 $10,092 $8,120 $10,732 $14,397 $7,537 $7,796  $5,581
Matio of assets less liabilities to
expenditures (in percent) &/ 17.6 16.7 18.0 18.8 22.9 28.3 16.5 14.0 9.1
1/ Because of the manner in which al ve P affect the projected operations of the SMI program, thers is not a substantial
dit in the pro; based upon the three ssts of assumptions. Therefore only one projection, alternative II, is presented hare. Appendix

A presents an explanation of the effects of alternative I and altezrnative III on the projections in the report.
2/ As recognized for paymant under the progras.
3/ Increase in the number of services received per enrclles and greater relative use of more expensive services.
4/ Ratic of asssts less liabilities at the end of the year to total incurred expenditures during the following year, sxpressed as & percent.

0¢
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CONCLUSION

The financing for the SMI program has been established through
December 1991 by the setting of the standard monthly premium rate (paid by
or on behalf of each enrollee) of $29.90 for CY 1991 and of actuarial rates that
determine the amount to be contributed from general revenue on behalf of each
enrollee. General revenue contributions are expected to account for 73.9
percent of all SMI income during CY 1991.

Under alternative II assumptions used in this report, income is projected
to exceed disbursements during CY 1991. Income is composed of premiums paid
by the enrollees, general revenue contributions, and interest earned by the
trust fund. As a result, the assets in the trust fund on a cash basis are
projected to increase from $15.5 billion at the end of CY 1990 to an estimated
$17.1 billion at the end of CY 1991.

The financing for CY 1991 was established to reduce assets. However,
Public Law 101-508 was enacted on November 5, 1990 after the financing had
been established for CY 1991. As a net result of these measures, the excess
of assets over liabilities is expected to increase from $9,278 million at the end
of December 1990 to $10,092 million by the end of December 1991 representing
18.0 percent of the following year's projected incurred expenditures. Under
more pessimistic assumptions as to cost increases, assets based on firancing
already established will still be sufficient to cover outstanding liabilities.
Hence, the financing established through December 1991 is sufficient to cover
projected benefit and administrative costs incurred through that time period,
and to maintain & level of trust fund assets adequate to cover the impact of a
moderate degree of variation between actual and projected costs.

Although the SMI program is actuarially sourd, the Board notes with
concern the rapid growth in the cost of the program. Growth rates have been
so rapid that outlays of the program have nearly doubled in the past five
years. For the same time period, the program grew 37 percent faster than the
economy as a whole. This growth rate shows little or no sign of significantly
abating despite recent efforts to control the cost of the program, including the
recent changes enacted in OBRA 90. The Board recommends that Congress
continue to curtail the rapid growth in the cost of the SMI program.

Next Page
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